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TaxWise® is a copyrighted software program owned by CCH Small Firm Services (CCH) 
All screen shots that appear throughout the official Volunteer Income Tax Assistance (VITA) 
and Tax Counseling for the Elderly (TCE) training materials are used with the permission 
of CCH. The screen shots used in this publication—or any other screen shots from Tax Wise 
or its affiliated programs—may not be extracted, copied, or distributed without written 
approval from the IRS SPEC Office of Products, Systems, & Analysis.

Confidentiality Statement:

All tax information you receive from taxpayers in your VOLUNTEER capacity is strictly 
confidential and should not, under any circumstances, be disclosed to unauthorized 
individuals.

Volunteer Standards of Conduct

VITA/TCE Programs

The mission of the VITA/TCE return preparation programs is to assist eligible taxpayers in 
satisfying their tax responsibilities by providing free tax return preparation. To establish the 
greatest degree of public trust, volunteers are required to maintain the highest standards of 
ethical conduct and provide quality service.

All VITA/TCE volunteers must complete the Volunteer Standards of Conduct Training and sign 
Form 13615, Volunteer Standards of Conduct Agreement prior to working at a VITA/TCE site. In 
addition, return preparers, quality reviewers, and VITA/TCE tax law instructors must certify in tax 
law prior to signing this form. This form is not valid until the site coordinator, sponsoring partner, 
instructor, or IRS contact confirms the volunteer’s identity and signs the form. 

As a volunteer participant in the VITA/TCE Programs, I will:

 1)  Follow the Quality Site Requirements 
(QSR). 

 2)  Not accept payment or solicit donations for 
federal or state tax return preparation.

 3)  Not solicit business from taxpayers I  
assist or use the knowledge I gained (their 
information) about them for any direct or 
indirect personal benefit for me or any 
other specific individual.

 4)  Not knowingly prepare false returns. 

 5)  Not engage in criminal, infamous, 
dishonest, notoriously disgraceful 
conduct, or any other conduct deemed to 
have a negative effect on the VITA/TCE 
Programs.

 6)  Treat all taxpayers in a professional, 
courteous, and respectful manner.

Failure to comply with these standards could result in, but is not limited to, the following:

 •  Removal from the VITA/TCE Programs and inclusion on volunteer registry;

 •  Deactivation of your Partner’s VITA/TCE EFIN (electronic ID number);

 •  Removal of all IRS products, supplies, loaned equipment, and taxpayer information;

 •  Termination of the sponsoring organizations partnership with IRS;

 •  Termination of sponsoring organization grant funds; and

 •  Subjection to criminal investigations.

How to Get Technical Updates? 

Updates to the volunteer training materials will be contained in Publication 4491X, VITA/TCE 
Training Supplement. To access this publication, in the upper right hand corner of www.irs.gov, type 
in “Pub 4491X” in the search field. 

During the tax season Volunteer Tax Alerts will be issued periodically. Type “volunteer alerts”, in the 
search field to access all tax alerts.
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Cancellation of Debt (COD)

Introduction 
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Cancellation of Debt – Basics 
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What is in scope for VITA/TCE?
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Taxability of Canceled Debt
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Recourse vs. Nonrecourse Debt
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Nonrecourse debt 
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Recourse Debt Nonrecourse Debt
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Exceptions and Exclusions 
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Exclusions
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Cancellation of Debt—Principal Residence

Mortgage Forgiveness Debt Relief Act 2007
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Applicable Tax Years
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EXERCISES
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Example 1: Foreclosure results in loss (nondeductible)
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Example 2: Foreclosure results in gain - Section 121 Exclusion applied to total gain
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Example 3: Foreclosure results in gain - Section 121 Exclusion applied to part of gain
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Form 1099-C 
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Coordination with Form 1099-A
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Mortgage Workouts and Form 1099-C
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Case Study – Foreclosure 
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Case Study Alternative – Mortgage Workout 
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EXERCISES (continued)
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EXERCISES (continued)
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EXERCISES (continued)
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Cancellation of Debt – Nonbusiness Credit Card Debt Cancellation
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Insolvency (Out of Scope for VITA/TCE)
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Taxpayer Interview and Tax Law Application
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EXERCISES (continued)
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SAMPLE INTERVIEW. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
VOLUNTEER SAYS… MARY RESPONDS…

I notice you received a 1099-C from a credit card company. 

Yes, that’s indicated in box 2. 

Do you think your debts at the time exceeded your assets?

If that is the case, some of the canceled debt might not be 
taxable.

Yes, but I’m afraid I will not be able to help you with this –  
VITA/TCE volunteers are not trained to compute the nontax-
able portion of canceled credit card debt. 

I suggest you seek assistance from a professional tax 
preparer.
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EXERCISES (continued)
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EXERCISE ANSWERS

Answer 1: No. Because Angie used part of the home as rental property, all the canceled debt may not 
qualify to be excluded from income. The rules involving mortgage debt exclusions are complex. Angie 
should be referred to a professional tax preparer.

Answer 2: ���������������������������������������
�������������������
���������������
�����������������-
nanced debt was used for purposes other than to buy, build, or substantially improve his principal resi-
dence. Fred should be referred to a professional tax preparer, per the guidance on Publication 4731. 

Answer 3: B. The volunteer should ask questions to determine if Robert had a gain or loss on the foreclo-
sure. If the taxpayer receives a Form 1099-C, the volunteer would use the screening sheet to determine if 
the related tax issues are within scope.

Answer 4: C. The volunteer would need to complete Form 8949, Schedule D, and Form 982. Although 
there is a loss, it cannot be deducted. The mortgage debt cancellation is not included in income on the tax 
�������	���������������������	
��������������
�����
�����������������	����������������������������!�

Answer 5: B. The volunteer would complete Form 982. The $20,000 in debt cancellation can be excluded 
������������
�����
�����������������	������������������!�����������������������������������������
return. In addition to completing Form 982, box 1e and line 2, the volunteer would also need to complete 
line 10b to report the reduction in the basis of the home. Form 8949 and Schedule D are not required 
because Tom and Grace did not dispose of the home.

Answer 6: C. Form 982, Form 8949, and Schedule D should be completed. When a residence that is 
security for a mortgage is abandoned or foreclosed upon, it is treated as having been sold. This results in 
����������������	�������
����������������"������#��������%����������������������������������������"��
and Schedule D may result in an IRS notice to the taxpayer.

Answer 7: B. Greg is fairly certain that he has more debt than he has assets, which means he is insol-
vent. This situation is beyond the scope of the VITA/TCE program.

Answer 8: Yes. Kay was solvent and not in bankruptcy, and the credit card company issued her a Form 
1099-C.

Answer 9: D. Kay would report $7,500 on line 21 of her Form 1040.
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Cancellation of Debt – Practice Scenarios
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Practice Scenario 1 – Mike and Marilyn Albion
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Interviewer Notes
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Interview Notes:
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Practice Scenario 4 – Jay Smith
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Interview Notes:
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Answers to Practice Scenarios

1-1: G�	��

1-2: ����

1-3: B
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2-1: B
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2-3: D
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Test Answer Sheet
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Directions
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COD Scenario 1: Mark and Valerie Smith 

Interview Notes
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COD Scenario 2: Frank and Kathy Howell

Interview Notes
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COD Scenario 3: Wanda Cobb

Interview Notes
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COD Scenario 4: John and Mary Bates
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Cancellation of Debt (COD) JMWL
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COD Scenario 4: Test Questions

Directions
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Directions

������<���$��������
���
��������*�
���!������������������<�������'����
�����
����#
�$����������������������
��
������		!���
�����!�������
�
�"���
����������0����
�	��������$�������*����
���������������������
�'

COD Scenario 5: Cynthia Gilmer 

Interview Notes
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COD Scenario 5: Test Questions
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COD Scenario 6: James Baxter

Interview Notes
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COD Scenario 6: Test Questions
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COD Scenario 7: Debbie and Jeff Yamhill

Taxpayer Documents
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COD Scenario 7: Test Questions

Directions

Using the interview notes, taxpayer documents, and reference material, prepare Debbie and Jeff’s tax return 
through line 37 of Form 1040 including the appropriate forms, schedules or worksheets to answer each of the 
following questions.

Note: When using the Link & Learn Taxes Practice Lab, complete the social security numbers and employer 
�����������������	����	
���
�����������'��(����
����)����*%���

18. If the Yamhills were insolvent immediately before their non-business credit card 
debt was canceled, ___________

a. part or all of the canceled debt may be excluded from income.

b. their return would be out of scope for the volunteer program.

c. part or all of the canceled debt may be excluded from income, and their return 
would be out of scope for the volunteer program. (Both answers A & B.)

d. the volunteer should prepare their tax return.

19. On which schedule or form is the excluded portion of their canceled credit card 
debt reported?

a. Schedule A

b. Schedule D

c. Form 982


'� ����
����
��������������<�	�
������
���'�����


�
���	�����
�	��������0�
���	�
�
with Form 1040.

20. What is the Yamhills’ adjusted gross income on their 2011 Form 1040? 
$_____
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Retest Answer Sheet
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Directions
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COD Scenario 1: Mark and Valerie Smith

Interview Notes
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COD Scenario 1: Retest Questions
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COD Scenario 2: Frank and Kathy Howell

Interview Notes
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COD Scenario 2: Retest Questions
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COD Scenario 3: Wanda Cobb

Interview Notes
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COD Scenario 3: Retest Questions
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COD Scenario 4: Retest Questions

Directions
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Directions
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COD Scenario 5: Cynthia Gilmer

Interview Notes
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COD Scenario 6: James Baxter

Interview Notes
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COD Scenario 7: Retest Questions

Directions
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Notes
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Health Savings Accounts (HSAs)
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The Background on HSAs
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Types of Tax-Favored Arrangements 

What are tax-favored arrangements?
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Medicare Advantage MSAs
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Health Reimbursement Arrangements (HRAs) 
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Flexible Spending Arrangements (FSAs) 
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EXERCISES

What is an HSA?
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Individuals Who Qualify for an HSA
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EXERCISES (continued)

HDHP Deductible Limits
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EXERCISES (continued)

Question 7: ����	
��������
"�M
�
���
�	�����	����	���$
����������$
����
����0���!'��
��0�����������
�-
���
�����
�����������"
�������
��WK����
���
�!'������
������		�$��	�������
���
��������}������ No

HSA Limits on Contributions

�����0����������������������
����
�����������
����
����������!�������������#���"�%�������<��!��Y��
�"�%�����
����������<��!�������0������	
"
�	��
�

#

��	%���
�����
����������<��!��������������������	
"
�	��

�

#

��	'�

G���\KJJ%�
��������<��!���������	�M��	!��������#���"�%����������
���
���	
0
��
���|%K{K'����������<��!�������
��0
	!��������#���"�%����������
���
���
��	
0
��
�����~%J{K'�

B0�	�!��������
���
�����
��	�

�"�����0�	�!��Y�������
���
��������"�����������
���	���������		�$�
�������
0�
���������0�	�!��Y�����'�Z�����		!%��0�	�!��������
���
���������<�	�
��	�����0�����0�	�!��Y��
���0�'�
Taxpayers must reduce the amount that they or any other person can contribute to their HSA by the amount of 
any employer contributions that are excludable from income.�G����<�0�	�%�
�������0�	�!��������
����
��J%KKK�
�������<��!��Y������$�����
�����	�M��	!�����%�������0�
�
�"������
���
���	
0
��$��	
�����\%K{K'�

B	
"
�	��
�

#

��	��$�������{{�����	
����!�������
����������<�!��������
�����������
�������
���
���	
0
��������
�J%KKK���!��������\KJJ'�G����<�0�	�%�����	
"
�	��
�

#

��	�$���
��{{�����	
���$
�����	�M��	!���#���"������
�����
������������W%K{K'���
���<�����0�����
�����������M��������
���
����		�$�
���������'��

�������	����	�$����#

�������\KJJ����������
���
���	
0
��������	
���
��!��������'���0�0��������������0�<
-
0�0��		�$��	�������
���
����0�����'������0�$
���������<��!��������0�����������		!������
����
�����������' 

2011 HSA Contribution Limits 

Self-Only Coverage Family Coverage

�����	������
���
����
0
� �|%K{K �~%J{K

�����M��������
���
����{{�����	
���¢ �J%KKK �J%KKK

¢��������{{�����	
��������0�+�������


�
���	������
���
���������
���$�����'

��<��!����$
����<����������
���
����������
���
�����#�������	
0
����0����$
��
��$������<���������#�

�����


�
���	�
��<'���������<�����$��������
0�	!�$
��
��$�%�������������<��!���������������
���	���<���������'���#
�$�G��0�___L�
��������
���%�	
���J|���
����	
���
���L~L�����
���
	�'



Health Savings Accounts (HSAs)2-8

EXERCISES (continued)
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EXERCISES (continued)

Case Study
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Last-Month Rule
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Erika’s Line 3 Limitation Chart and Worksheet from Form 8889 Instructions
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EXERCISES (continued)
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EXERCISES (continued)
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EXERCISES (continued)

EXERCISES (continued)
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Whose medical expenses qualify?
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EXERCISES (continued)
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Form 8889, Part II
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EXERCISES (continued)
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EXERCISE ANSWERS

Answer 1: Yes. An HSA is portable, so it stays with the taxpayer even if the taxpayer changes employers 
or leaves the work force.

Answer 2: +��6�������;#<=�������	�����������������	�������������������������
�������������>�������

Answer 3: B. The minimum annual deductible is $1,200, and the maximum annual deductible and other 
out-of-pocket expense is $5,950.

Answer 4: No. To set up and contribute to an HSA, an individual must not be enrolled in Medicare.

Answer 5: No. Spouses cannot have a joint HSA. Each spouse who is an eligible individual must open a 
separate HSA.

Answer 6: No. Any person eligible to be claimed as an exemption by another individual does not qualify 
for an HSA. This is true even if the person is not actually claimed.

Answer 7: Yes. Family members or any other person may also contribute on behalf of an eligible 
individual. 

Answer 8: C. The annual contribution limit for an eligible individual under age 55 is $3,050.

Answer 9: A. The annual contribution limit for an eligible individual over age 55 is $4,050.

Answer 10: True. The contribution limit is $7,150 for a married couple when both spouses have family 
HDHP coverage and one spouse is age 55 or older.

Answer 11: False. Peggy was not an eligible person all year, so the Line 3 Limitation Worksheet must be 
completed to determine the amount to enter on Line 3. 

Answer 12: Yes. This is allowed because Doris transferred her HSA funds directly into another HSA in 
a trustee-to-trustee transfer. This is not considered a rollover; there is no limit on the number of these 
transfers. 

Answer 13: No. Nonprescription medicines (other than insulin) do not qualify for HSA purposes. See 
Publication 969 for more information. 

Answer 14: True. Qualifying long-term care insurance premiums are limited, based on age. A taxpayer 
�����������������������
������������������������������
�����������������
��������������������>�����
care insurance, health care continuation coverage (such as coverage under COBRA), health care cover-
age while receiving unemployment compensation, or Medicare and other health care coverage if the 
taxpayer is 65 or older (other than premiums for a Medicare supplemental policy, such as Medigap).  
For more information see Publication 969.

Answer 15: B. Employer contributions are not deductible.

Answer 16: D. Form 8889, Part I, is used to report contributions made by taxpayers, contributions made 
by any other person on behalf of the taxpayer, and the contributions made by the taxpayer’s employer. 

Answer 17: False. Only contributions made by the taxpayer or by any other person, other than the 
employer, can be included in the taxpayer’s HSA deduction on Form 1040, line 25.

Answer 18: <��*������;#<�������	��������������������������������
���������������>������*������������	���������
�����������������������������������
�����=����������������������������	����������

Answer 19: %��Z�����������	�������������
������������������=�[����**=������\"�=�����������	���������������
medical expenses are reported on Form 8889, Part II, line 15. 

Answer 20: ]��Z���������	�������������������������
���������^_=```�������
��������������\z��
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Health Savings Accounts – Practice Scenarios
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Practice Scenario 2 – Andrew Noble
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Interview Notes:
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Practice Scenario 3 – James and Diana Calhoun 
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Interview Notes 
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Answers to Practice Scenarios
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Test Answer Sheet
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CAUTION: The Test scenarios are provided electronically in a PDF format 
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Health Savings Accounts – Test Questions
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Directions
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HSA Scenario 2: Sidney and Mary Allen

Interview Notes
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HSA Scenario 3: Penny Cook

Interview Notes
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HSA Scenario 3: Test Questions
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HSA Scenario 4: Charles and Hazel Rowan

Interview Notes
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HSA Scenario 4: Test Questions 
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HSA Scenario 5: Thomas Franklin 

Taxpayer Documents
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HSA Scenario 5: Test Questions
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Directions
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HSA Scenario 1: Jason Grant
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HSA Scenario 2: Sidney and Mary Allen

Interview Notes
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HSA Scenario 2: Retest Questions
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HSA Scenario 3: Penny Cook

Interview Notes
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HSA Scenario 3: Retest Questions
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HSA Scenario 4: Charles and Hazel Rowan

Interview Notes
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HSA Scenario 4: Retest Questions
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HSA Scenario 5: Retest Questions
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Link & Learn Taxes for 2012 includes:

• Access to seven VITA/TCE courses

•  Easy identification of the VITA/TCE courses 
with the course icons

 -  As you progress through a lesson, the 
Basic, Intermediate, Advanced, Military, 
and International icons will display, 
depending on your level of certification.

•  PowerPoint presentations that can be customized to fit your classroom 
needs.

•  VITA/TCE Central to provide centralized access for training materials and 
reference links.

•  The Practice Lab

 –  Gives volunteers practice with an early version of the IRS-provided tax 
preparation software

 –  Lets volunteers complete workbook problems from Publication 4491-W

 –  Lets volunteers prepare test scenario returns for the text/retest

Link & Learn Taxes
Link & Learn Taxes is web-based training  
designed specifically for VITA/TCE volunteers. 
Each volunteer’s ability to prepare complete and 
accurate returns is vital to the credibility and integrity 
of the program. Link & Learn Taxes, as part of the 
complete volunteer training kit, provides the path 
to achieving this high level of quality service to 
taxpayers.

Link & Learn Taxes and the printed technical training 
guide, Publication 4480, work together to help 
volunteers learn and practice.

 Go to www.irs.gov, type 

“Link & Learn” in the Keyword field 

and click Search. You’ll find a detailed 

overview and links to the courses.

•  FSA (Facilitated Self Assistance) empowers taxpayers to prepare their own 
return with the assistance of a certified volunteer. Taxpayers complete their own 
return using interview-based software supplied by leaders in the tax preparation 
industry.  Volunteers assist taxpayers with tax law and software questions.

•  �������	�
�� allows partners to initiate the intake process for taxpayers in one 
location, while utilizing a certified volunteer to prepare the return in an entirely 
different location. By incorporating this flexibility, partners can provide taxpayers 
with more convenient locations to file their taxes. 

For more information contact your SPEC Relationship Manager to see if you 
should start a FSA or Virtual VITA site in your community. 



www.irs.gov

Your online resource for 
volunteer and taxpayer  
assistance

The Volunteer Resource Center 
(Keyword:  Community Network)

● Hot topics for volunteers and partners 
● Site Coordinator’s Corner
● Volunteer Tax Alerts
● Volunteer Training Resources
● EITC Information for Partners
●

Tax Information for Individuals 
(Keyword:  Individuals)

●

● Where’s My Refund
● EITC Assistant - Available in English and Spanish
● Tax Trails for Answers to common tax questions
● Alternative Minimum Tax (AMT) Assistant
● Interactive Tax Assistant (ITA)

and much more!

Your direct link to tax information

24/7 www.irs.gov


